Fair Value and Asset

Management

Are you fooling yourselves as
well as your community?

David Edgerton FCPA
Director
AMP Valuers and Asset Management
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What’s the Problem?

 Financial Statements

— True and Fair? Despite the criticality and

materiality of Assets

more often than not

* Asset Management Plans “simplicity and cost”
win over

“quality and accuracy”

— Depreciation Expense?

— Accurate?
— Reflect Reality?
— Follow Asset Lifecycle?

 Financial Plans
— Quality of input?
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Valuers and
Asset Management

* Public Accountability

* Financial Management This is
* Service Delivery Corporate
* Performance Assessment | Governance

e Sustainability Measures
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* Public Accountability

* Accounting Standards
* Asset Management
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Public Accountability

* Financial Statements
* Annual Report

* Audit Certification

* Budget and Rates
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Purpose of Financial Statements ?

*Provide “gener al U S
to enable them to judge performance and

financial status
e Accountability

e“ True and Fair
e Role of Audit is critical !

i =
el =

David@apv.net (07) 3221 3499 Queensland | NSW | Sth Australia

Level 11, 379 Queen St, Brisbane Qld 4000 (07) 3229 7317


mailto:David@apv.net

2

Accounting Standards

Valuers and
Asset Management

e (Qverview

Property Plant and
* Inventories Equipment

e Agriculture

* |nvestment Properties
* Assets Held for Sale

* Leases

 |ntangible Assets
— Amortisation

— Costing of Assets

— Fair Value

— Depreciation

* |Impairment

* Borrowing Costs
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Is this public accountability? 5

e Material Misstatement

— Typically Depreciation error 30% - 60%

* Non-compliance
— AASB116
— UIG1030

Ol d €ompl 1 ant pract
* Non-compliance with Auditing Standards
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Common Issues %

* No Pattern of Consumption

* No Residual Value

* Wrong Axis (Value not Age)

* |gnores Conditions/Factors

*Does not reflect " Ass
*Not “Componenti sed?’

* |nappropriate Materiality Thresholds
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* Lack of evidence > )
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AASB 116 - Depreciation %

(AASB116 Para 60)

- The depreciation method used shall
reflect the patterni n whi ch t |
future economic benefits are expected
to be consumed by the entity.

The AAS4 “If too hard use straight-line”
exemption was removed and replaced with
“Must match pattern of consumption” in 1997 ——u
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Specific requirements

Valuers and
Asset Management

6 "Depreciable amount” is the cost of an asset, or other amount
substituted for cost, less its residual value.

43 Each part .... shall be depreciated separately.

50 Allocated on a systematic basis over its useful life.

51 The residual value and the useful life of an asset shall be
reviewed at least at the end of each annual reporting period

60 The depreciation method used shall reflect the pattern in which
the asset's future economic benefits are expected to be
consumed by the entity.

61 The depreciation method applied to an asset shall be reviewed
at least at the end of each annual reporting period and...... the
method shall be changed to reflect the changed pattern. £
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Depreciating in excess of Useful life

or depreciating the “Non-Depreciable Amount” Vi
is in breach of AASB 116 Asset Management
and wi | [Material Misstatementh

E
)
C
(O]
4+
O
o
]
9
>
| .
(]
(%]
(eT0]
£
=
©
=
O]
o
X

Useful life
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Straight-Line v Advanced SLAM

(Consumption Based Depreciation)

100 | High

Adequate

Adequate ?

Unacceptable LoS
MUST be Closed
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Asset Management

Asset Management

The Goal of Asset Management is to
meet a required level of service in the
most cost effective way.

through the creation, acquisition, operation and
maintenance, renewal and disposal of assets to

provide for present and future
customers/communities
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Simplistic Approaches 5

e Valuation inconsistent with AM Framework

e Assumed Useful Life
* Program“ r ene wal
«Of ten 1T gnores

at end

“mal nt e

* Planning based on theoretical life

* Low correlation between plan and actual

*Does not provide “alt

*Essent i al cashflow p_rmgpjla s f
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How it should be

e Valuation integrated with AM Framework

* Whole of Lifecycle costs modelled

LI fecycles based on *“rea
* Alternative strategies modelled

* Optimised Decision Making Tools

Enabl e tweaking of “serv
* Generate Capital Works and Maintenance Program

e Generate 10 Year Financial Plan
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Critical Aspects - Valuation

 Methodology driven by Asset Management
 Componentisation of ALL assets

e Reflect —

— Lifecycle model

— Pattern of Consumption

— Drivers of Consumption

— Asset Management realities

* Full compliance with AASB116 (all aspects)
* Feed directly into Asset Management Framework

=
 Methodology is critical ;’
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Critical Aspects - Asset Management

* Understand Objective / Goal

* Full lifecycle cost modelling

* Based on realities for location

Link “Level of Servic
* Provide alternative strategies

* Optimised Decision Making Tool

* Robust Asset Management Framework

e Cultural Change = -
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Take Home Messages %

* No shortcut to good governance

* Significant improvement required

* Valuation and Asset Management Planning
— Critical
— Must be integrated & reflect reality
— Requires some sophistication

“*Value for Money” doe
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Take Home Messages

If you save money by getting
something cheaply but it does not

meet your needs —
You have WASTED your money

Despite the criticality and materiality of Assets
more often than not “simplicity and cost” win over
“quality and accuracy”
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General Discussion & Close

Valuers and
Asset Management

David Edgerton FCPA

Director
APV Valuers and Asset Management

David@apv.net
WWW.apV.net

Ph: (07) 3221 3499
Mob: 0412 033 845

Valuers and
Asset Management

T e ﬁ‘
= )4
= MES = M~ 4 /
_..A .0 .4 ' Al «
David@apv.net (07) 3221 3499 Queensland | NSW | Sth Australia (07) 3221 3499

Level 11, 379 Queen St, Brisbane Qld 4000 (07) 3229 7317


mailto:David@apv.net
mailto:David@apv.net
http://www.apv.net/

